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A Little Sarbox Relief, Thank You.   

Senate Majority Leader Harry Reid wants a floor vote this week on financial regulatory reform,
and he should first add at least one provision worthy of the name. Senators Kay Bailey
Hutchison (R., Texas) and Mary Landrieu (D., La.) have offered an amendment to spare the
smallest public companies from the worst bureaucratic horrors of the 2002 Sarbanes-Oxley law.

  

Sarbox, the Beltway's previous attempt at financial-regulatory reform, was intended to improve
the information investors receive about public companies. The law did nothing to prevent poor
disclosure at companies like Lehman Brothers but it did saddle the U.S. economy with billions in
unexpected costs. Even the Securities and Exchange Commission, a Sarbox cheerleader,
found in a 2009 survey that the average public company pays more than $2 million per year
complying with the law's Section 404. The indirect costs may be much greater, as initial public
offerings of U.S. companies have never returned to pre-Sarbox levels.

  

The SEC admits that compliance burdens fall disproportionately on smaller companies. This is
one reason the two Senators aim to exempt companies with less than $150 million of shares
held by the public from "internal-controls" audits.

  

These audits are piled on top of the traditional financial audit, and on top of a company's own
internal-controls review. The result is that going public in the U.S., once the dream of
entrepreneurs world-wide, has for too many company founders become something to avoid. If
President Obama is hoping for an unemployment rate below 9%, encouraging these job
creators is an obvious step.

  

Thanks to New Jersey's Republican Scott Garrett and Democrat John Adler, the House
has already passed a similar reform. Now the Senate should allow America's most
innovative companies to create jobs at no cost to taxpayers.
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